No. 10644 


Anited States 
Circuit Court of Appeals 


Hor the Ninth Circuit. 


LORIN A. CRANSON, 
Appellant, 
VS. 


UNITED STATES OF AMERICA, 
Appellee. 


Transcript of Record 


Upon Appeal from the District Court of the United States 
for the Northern District of California, 
Southern Division 


tte pi dag! 
ARAL A F 
rg). 
= 


Rotary Colorprint, 590 Folsom St., San Francisco 


No. 10644 


Gnited States 
Circutt Court of Appeals 


For the Ninth Circuit. 


LORIN A. CRANSON, 
Appellant, 
vs. 


UNITED STATES OF AMERICA, 
Appellee. 


Transcript of Record 


Upon Appeal from the District Court of the United States 
for the Northern District of California, 


Southern Division 


Rotary Colorprint, 590 Folsom St., San Francisco 


ri} 


a 
@! 


» 


Time ita 


INDEX 


[Clerk’s Note: When deemed likely to be of an important nature, 
errors or doubtful matters appearing in the original certified record 
are printed literally in italic; and, likewise, cancelled matter appear- 
ing in the original certified record is printed and cancelled herein 
accordingly. When possible, an omission from the text is indicated by 
printing in italic the two words between which the omission seems 
to occur.] 


Page 
re erie hee ee ees 24. 
Appeal: 

Certificate of Clerk to Transcript of 
iecar’ | 0). gia eile ite eee 64 
Designation of Record on (DC) ......... 63 
WIGUNG2 Otc), oc ee eee ere 63 

Statement of Points and Designation of 
FeCOrdnOMn@QOOA)): . Peat nwiewawes. +. 66 

Certificate of Clerk to Transcript of Record 
OL Jey eA 1 «AMI > 5 car 64 
PGW  . ee es sc ns nee eG 2 
Exhibit A—Claim for Refund .......... 12 


Exhibit B—Amended Claim for Refund.. 16 
Exhibit C—Second Amended Claim for 


Jaen Ole: 6 NII, 6 ocho 20 
Designation of Record on Appeal (DC) ..... 63 
Designation of Record, Statement of Points 

MTL (QO CS) ec 6 6 ae 66 
Findings of Fact and Conclusions of Law .... 60 
oC SnD. 6 eS | oir eo 62 


Names and Addresses of Attorneys of Record 1 


ii INDEX 
Notice of Appeal .....7°°3R >. .... aan 


Statement of Points and Designation of 
ecordnwOCA) ...... 3 ..o%..... cae 


Stipulation of Facts ................:..——n 
Exhibits: 

A—Income Tax Return for Calendar 

Year 0936 ....92....:.:2. ee 

B—Letter, Mar. 24, 1938, Commis- 

sioner of Internal Revenue to 


Plamtit ...acs0.0..0.. rr 


C—Certificate of Overassessment is- 
sued in or about March, 1940 .... 


D—Amended Claim for Refund (Set 
out as Exhibit U2)... ae: ace 


E—Letters, May 14 and July 22, 1941, 
Interna] Revenue Agent in Charge 
to Plaintiff .........- 23 


F—Second Amended Claim (Set out 
as Exhibit C)........ een 


G—Letter, Feb. 10, 1942, Commis- 
sioner of Internal Revenue to 
Plaintift ........... 


H—Statement—Honolulu Oil Corp. 
‘‘Assets Acquired and Liabilities 
Assumed Upon Liquidation of 
Certain Wholly Owned *Subsidi- 
ames in 19367 ......... oe 


39 


48 


ol 


16 


53 


20 


of 


NAMES AND ADDRESSES OF ATTORNEYS 


MESSRS. HOHFELD, FOERSTER, SHUMAN 
& OLARK 


LEON de FREMERY, ESQ,, 


Eleventh Floor, Crocker Building 
San Francisco, California 


Attorneys for Plaintiff and Appellant 


HON. FRANK J. HENNESSY, 
United States Attorney 


ESTHER B. PHILLIPS 


Assistant United States Attorney, 
Post Office Building 

7th and Mission Streets 

San Francisco, California 


Attorneys for Defendant and Appellee 


24 Lorin A. Cranson vs. 


In the United States District Court for the Northern 
District of California, Southern Division 


No. 22168-S 


LORIN A. CRANSON, 
Plaintiff, 
VS. 


THE UNITED STATES OF AMERICA, 
Defendant. 


COMPLAINT TO RECOVER TAXES 
ILLEGALLY COLLECTED 


Comes now plaintiff above named, and for cause 
of action against the defendant herein alleges as 
follows: 

il. 

Plaintiff is a citizen of the United States and a’ 
[1*] resident of the City and County of San Fran-| 
cisco, State of California. 


II. 

On or about March 15, 1937, plaintiff filed with 
John V. Lewis, as Collector of Internal Revenue of 
the United States for the First District of Cali- 
fornia, his income tax return for the calendar year 
1936, upon Form 1040 furnished by the Commis- 
sioner of Internal Revenue of the United States for 
that purpose. Said return showed an income tax 
due for said calendar year 1936 from plaintiff in’ 


*Page numbering appearing at foot of page of original certified 
Transcript of Record. 
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the amount of One Thousand Seventeen and 38/100 
Dollars ($1017.38), which amount plaintiff paid to 
said John V. Lewis, as Collector of Internal Reve- 
nue of the United States for the First District of 
California, in installments as follows: On or about 
March 15, 1937, the sum of Two Hundred Fifty- 
four and 35/100 Dollars ($254.35); on or about 
June 15, 1937, the sum of Two Hundred Fifty-four 
and 35/100 Dollars ($254.35) ; on or about .Septem- 
ber 15, 1937, the sum of Two Hundred Fifty-four 
and 34/100 Dollars ($254.34); and on or about 
December 15, 1937, the sum of Two Hundred Fifty- 
four and 34/100 Dollars ($254.34). 


1008 
On or about March 21, 1938, the Commissioner of 
Internal Revenue of the United States asserted that 
additional income taxes in the amount of One Hun- 
dred Forty-nine and 48/100 Dollars ($149.48) were 
owing by said plaintiff for said calendar year 1936. 
Said sum of One Hundred Forty-nine and 48/100 
Dollars ($149.48) was paid by plaintiff on or about 
March 21, 1938, and interest thereon in the amount 
of Nine and 21/100 Dollars ($9.21) was paid on 
April 15, 1938. Both of said payments were made 
to Clifford C. Anglim, as Collector of Internal 
Revenue of the [2] United States for the First Dis- 
trict of California. 
ENE 
Said John V. Lewis was the duly appointed, 
qualified and acting Collector of Internal Revenue 
of the United States for the First District of Cali- 
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fornia during all the times herein mentioned prior 
to March 7, 1938, but ever since said date has not 
been and is not now in office as Collector of Internal 
Revenue of the United States. 


Ve 

On January 1, 1936, plaintiff was the owner of 
four hundred (400) shares of the capital stock of 
Honolulu Oil Corporation, a corporation organized. 
under the laws of the State of Delaware, which 
shares had been purchased by plaintiff subsequent 
to March 1, 1913, for the amount of Six Thousand 
Six Hundred Thirty-three and 25/100 Dollars 
($6633.25). On or about July 24, 1936, plaintiff 
purchased an additional one hundred (100) shares 
of said capital stock of said corporation for the 
amount of Two Thousand Hight Hundred Fifty- 
seven and 50/100 Dollars ($2857.50). During the 
ealendar year 1936 plaintiff received from said cor- 
poration cash distributions on said shares of stock 
in the sum of Four Hundred Fifty Dollars 
($450.00). Plaintiff reported on his said income 
tax return for the calendar year 1936, on line 6 of 
said return, as taxable dividends received during 
the calendar year 1936, the total sam of One Thou- 
sand Seven Hundred Dollars ($1700.00), which said 
total sum included the aforementioned sum of Four 
Hundred Fifty Dollars ($450.00) received from said 
Honolulu Oil Corporation. 


United States of America 5 


VI. 

On or about June 12, 1939, plaintiff filed with the 
[3] Collector of Internal Revenue of the United 
States for the First District of California at San 
Francisco, California, a claim for refund of income 
taxes illegally collected from plaintiff for the calen- 
dar year 1936 in the sum of One Hundred Twenty- 
four and 84/100 Dollars ($124.84). Said claim for 
refund was based on the ground that plaintiff had 
sustained a deductible loss in the amount of One 
Thousand Dollars ($1000.00) during the calendar 
year 1936. A copy of said claim for refund of 
taxes illegally collected is attached hereto, marked 
Exhibit ‘‘A’’, and is hereby referred to and by such 
reference is made a part of this complaint as fully 
and to the same extent as if it were set out at large 
in this paragraph. Said claim, together with in- 
terest thereon in the amount of Twenty and 20/100 
Dollars ($20.20), was allowed by said Commissioner 
of Internal Revenue by a Certificate of Overassess- 
ment issued in the month of March, 1940, and a 
portion thereof, to wit, the sum of One Hundred 
Thirty-two and 53/100 Dollars ($182.53), was repaid 
to plaintiff through a credit thereof to a deficiency 
in Federal income taxes owing by plaintiff for the 
ealendar year 1937, and the balance thereof, to wit, 
the sum of Twelve and 51/100 Dollars ($12.51), was 
refunded to plaintiff on May 24, 1940. 


VIL. 
On or about March 6, 1940, plaintiff filed with the 
Collector of Internal Revenue of the United States 
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for the First District of California at San Francisco, 
California, an amended claim for refund of income 
taxes illegally collected from plaintiff for the ealen- 
dar vear 1936 in the sum of One Hundred Seventy- 
six and 68/100 Dollars ($176.68), of which amount 
the sum of One Hundred Twenty-four and 84/100 
Dollars ($124.84) represents that portion of said 
amended claim for [4] refund which was based on 
the grounds set forth in said original claim for 
refund filed on or about June 12, 1939, and which 
has been refunded to plaintiff as hereinabove in 
paragraph VI set forth. The balance of said 
amended claim for refund, to wit, the sum of Fifty- 
one and 84/100 Dollars ($51.84), was based on the 
ground that a portion, to wit, the sum of Four Hun- 
dred Thirty-two Dollars ($432.00), of the total cash 
distributions received by plaintiff during the calen- 
dar year 1936 from said Honolulu Oil Corporation 
was not paid out of the earnings or profits of said 
corporation accumulated after February 28, 1913, 
nor out of its earnings or profits for the taxable year 
1936, in that said dividends were paid out of increase 
in value of property accrued before March 1, 1913, 
and that said portion was not subject to income tax 
in the hands of and was not taxable to plaintiff. A 
copy of said amended claim for refund of taxes 
illegally collected is hereto attached, marked Exhibit 
‘‘B’’, and is hereby referred to and by such refer- 
ence is made a part of this complaint as fully and 
to the same extent as if it were set out at large in | 
this paragraph. 
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VIII. 

Thereafter and on or about May 17, 1941, plaintiff 
filed with the Collector of Internal Revenue of the 
United States for the First District of California at 
San Francisco, California, a second amended claim 
for refund of income taxes illegally collected from 
plaintiff for the calendar year 1936 in the sum of 
One Hundred Seventy-six and 68/100 Dollars 
($176.68), of which amount the sum of One Hun- 
dred Twenty-four and 84/100 Dollars ($124.84) rep- 
resents that portion of said second amended claim 
for refund which was based on the grounds set forth 
in said original claim for refund filed on or about 
[5] June 12, 1939, and which has been refunded to 
plaintiff as hereinabove in paragraph VI set forth. 
The balance of said second amended claim for re- 
fund, to wit, the sum of Fifty-one and 84/100 Dol- 
lars ($51.84), was based on the ground that a por- 
tion, to wit, the sum of Four Hundred Thirty-two 
Dollars ($432.00), of the total cash distributions 
received by said plaintiff during the calendar year 
1936 from said Honolulu Oil Corporation was not 
paid out of the earnings or profits of said corpora- 
tion accumulated after February 28, 1913, nor out 
of its earnings or profits for the taxable year 1936, 
in that said dividends were paid out of increase in 
value of property accrued before March 1, 1913, and 
that said portion was not subject to income tax in 
the hands of and was not taxable to plaintiff. <A 
copy of said second amended claim for refund of 
taxes illegally collected is hereto attached, marked 
Exhibit ‘‘C’’, and is hereby referred to and by such 
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reference is made a part of this complaint as fully 
and to the same extent as if it were set out at large 
in this paragraph. 

IX. 

On or about July 22, 1941, said amended claim 
for refund filed on or about March 6, 1940, was 
rejected and disallowed in full by said Commissioner 
of Internal Revenue, and no part of the amount 
claimed therein, other than the sum of One Hundred 
Twenty-four and 84/100 Dollars ($124.84), as 
hereinabove in paragraph VI set forth, has been 
eredited, repaid or refunded. Notice of such rejec- 
tion and disallowance was mailed to plaintiff by 
registered mail by said Commissioner on July 22, 
1941. 

X. 

The action taken by said Commissioner of In- 
ternal [6] Revenue with respect to said second | 
amended claim for refund filed on or about May | 
17, 1941, was and is as set forth in a letter dated 
February 10, 1942, addressed to plaintiff herein, | 
and received by plaintiff on or about February 16, © 
1942. Said letter is in words and figures as follows: 
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‘‘Treasury Department 
Washington 
Office of 
Commissioner of Internal Revenue 


Address Reply To Feb 10 1942 
Commissioner of Internal Revenue 
And Refer To 
IT :C1:CC :3-EVL 
Mr. L. A. Cranson, 
215 Market Street, 
San Francisco, California. 
Sir: 

Reference is made to Form 843 filed by you on 
May 17, 1941, with the Collector of Internal Reve- 
nue, San Francisco, California, requesting a refund 
of $176.68, income tax, for the year 1936. The 
Form 843 is considered an application for reconsid- 
eration of your claim for refund, which was disal- 
lowed, registered notice of disallowance having been 
mailed on July 22, 1941, in accordance with the 
provisions of the Internal Revenue laws. 

The Bureau has considered the additional argu- 
ments presented in your Form 843, and in accord- 
ance with the findings of the Internal Revenue 
Agent in Charge, San Francisco, California, the 
disallowance of the above-mentioned claim is sus- 
tained. 
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In view of the foregoing, your application for 
reconsideration is denied. 
Respectifully, 
TIMOTHY C. MOONEY, 
Deputy Commissioner, 
By T. C. ATKESON, 
Head of Division.’’ [7] 


ele 

Plaintiff alleges that only a portion of said cash 
distributions in the sum of Four Hundred Fifty 
Dollars ($450.00) received by plaintiff during the 
calendar year 1936 from said Honolulu Oil Corpo- 
ration, to wit, the sum of not more than Highteen 
Dollars ($18.00), was paid out of the earnings or 
profits of said corporation accumulated after Feb- 
ruary 28, 1913, or out of its earnings or profits for 


the taxable year 1936, and that the balance of said | 
sum of Four Hundred Fifty Dollars ($450.00), to — 


wit, an amount not less than the sum of Four Hun- 


dred Thirty-two Dollars ($432.00), was not paid out © 
of the earnings or profits of said corporation ac- — 


cumulated after February 28, 1913, nor out of its 
earnings or profits for the taxable year 1936, and 
that said balance was not subject to income tax in 
the hands of and was not taxable to plaintiff. 
Plaintiff further alleges that he erroneously re- 
ported on his said income tax return for the calen- 
dar year 1936, as taxable dividends received from 
said Honolulu Oil Corporation, the total sum of 


Four Hundred Fifty Dollars ($450.00), whereas in — 
truth and in fact a portion of said total sum, to wit, 
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not less than Four Hundred Thirty-two Dollars 
($432.00), did not, nor did any part thereof, consti- 
tute a distribution out of the earnings or profits of 
said corporation accumulated after February 28, 
1913, or out of its earnings or profits for the taxable 
year 1936, nor was said portion, nor any part there- 
of, subject to income tax, and plaintiff overpaid his 
income taxes for said calendar year in the sum of 
not less than Fifty-one and 84/100 Dollars ($51. 84). 


Wherefore, plaintiff prays judgment against the 
defendant herein for the sum of Fifty-one. and 
84/100 Dollars [8] ($51.84), together with interest 
thereon as by law provided, and for his cost in this 
behalf sustained. 
MORRISON, HOHFELD, 

FOERSTER, SHUMAN & 

CLARK, | 
LEON de FREMERY, 

Attorneys for Plaintiff. [9] 


United States of America, 
Northern District of California, 
City and County of San Francisco.—-ss. 

Lorin A. Cranson, being first duly sworn, pt cleee 
and says: 

He is the plaintiff named herein; he has read the 
foregoing Complaint to Recover Taxes Illegally Col- 
lected and knows the contents thereof; the same is 
true of his own knowledge, except as to the matters 
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which are therein stated on information or belief, 
and as to those matters he believes it to be true. 
LORIN A. CRANSON, 
L. A. CRANSON. 
(Lorin A. Cranson) 


Subscribed and sworn to before me this 10th day 
of April, 1942. 
[Notarial Seal] HELEN G. BOYLE, 
Notary Public in and for the City and County of 
San Francisco, State of California. 
My Commission Expires Sept. 19, 1942. [10] 


EXHIBIT ‘‘A”’ 


Form 843 
Treasury Department 
Internal Revenue Service 
(Revised April 1940) 


CLAIM 


To Be Filed With the Collector Where Assessment 
Was Made or Tax Paid 


Colleetor’s Stamp 
(Date received ) 
The Collector will indicate in the block below the 
kind of claim filed, and fill in the certificate on the 
reverse side. 
‘{x] Refund of Tax Illegally Collected. 
{ ] Refund of Amount Paid for Stamps Unused 
or Used in Error or Excess. 
[ ] Abatement of Tax Assessed (not applicable 
to estate or income taxes). 


United States of America 13 


State of California 
City and County of San Francisco—ss: 


Type or Print 
Name of taxpayer or 
purchaser of stamps L. A. Cranson 
Business address 215 Market Street, 
San Francisco, California 
GGG) Ahi ee. eae ae 


The deponent, being duly sworn according to law, 
deposes and says that this statement is made on 
behalf of the taxpayer named, and that the facts 
given below are true and complete: 

1. District in which return (if any) was filed 
California 

2. Period (if for income tax, make separate form 
for each taxable year) from January 1, 1936, to 
December 31, 1936 

3. Character of assessment or tax Income 

4. Amount of assessment, $1,166.86; dates of 
payment Statutory Dates 

5. Date stamps were purchased from the Gov- 
NE ae ick Sa sy cS oS RHR Vie ye ao 


6. Amount to be refunded........ ee $124.84 
7. Amount to be abated (not applicable 
to income or estate taxes) ............... Se 


8. The time within which this claim may be 
legally filed expires, under Section 322 of the Reve- 
nue Act of 1936, on March 15, 1940 

The deponent verily believes that this claim 
should be allowed for the following reasons: 

Your deponent hereby claims a loss sustained in 
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1936, not claimed on his original return, occasioned 
by investment in capital stock of Santa Clara Hold- 
ing Company becoming worthless in 1936. The re- 
fund due is computed on Exhibit ‘‘A’”’ attached 
hereto and made a part hereof. 

My protest dated May 26, 1939, and filed with 
the Internal Revenue Agent in Charge at San Fran- 
cisco, is made a part of this claim to the same ex- 
tent as though the same had been fully incorporated 
herein. 

(Attach letter-size sheets if space is not i! 
Signed L. A. CRANSON 


Sworn to and subscribed before me this 2nd day 
of June 1939 
[Seal] HELEN G. BOYLE 
Notary Public in and for the City and County of 
San Francisco, State of California. 
(See Instructions on Reverse Side) 


[Printer’s Note: Ruled forms on Reverse of 
sheet contain no entries.] [11] 
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L. A. CRANSON 


CLAIM FOR REFUND OF OVERPAYMENT OF 
INCOME TAX 


Statement attached to and made a part of Claim for Refund 
for Calendar Year 1936 


Net Income per R. A. R. 3/24/38 0... ececcee eee $15,883.50 
Less: Worthless stock of Santa Clara Holding Com- 

(DRA? Soe et i de 1,000.00 
revised Net Income .........................-c-cssceceeseccnscessececeeneees $14,883.50 
Personal Exemption and Dependents ...........0.0.0000000000... 1,400.00 
2 SUES OSV DSKS)9) 3a os noose ee $13,483.50 
iapmed Income Credit, .................--cccccccceenscoceeeennene-enee 1,400.00 
formal) Tax Net Income .................ccccscc-cse-scseonseseneese: $12,083.50 
Gor] ANG 2a T eat pee > 0 ene $ 483.34 
OS WOUESE te 2) $ 558.68 
Miia dias “Assessable 2.21......-....scccucoceesssosdesceccsccnccecnasee $ 1,042.02 
Tax Previously Assessed. .u.............:s::csscesscessscesseeeecenes $ 1,166.86 
Brecnund being demanded ....................--..-sceesessescesssesesorases $ 124.84 


[12] 
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EXHIBIT “B”’ 
Form 843 
Treasury Department 
Internal Revenue Service 
(Revised April 1940) 


AMENDED CLAIM 
To Be Filed With the Collector Where Assessment 
Was Made or Tax Paid 


Collector’s Stamp 
(Date received ) 

The Collector will indicate in the block below the 
kind of claim filed, and fill in the certificate on the 
reverse side. 

[x] Refund of Tax Ilegally Collected. 

[ ] Refund of Amount Paid for Stamps Un- 
used, or Used in Error or Excess. 

[ ] Abatement of Tax Assessed (not applicable 
to estate or income taxes). 


State of California 
City and County of San Francisco—ss: 


Type or Print 
Name of taxpayer or 
purchaser of stamps L. A. Cranson 
Business address 215 Market Street, 
San Francisco, California 
Ieesidence .......... 2) ee 


The deponent, being duly sworn according to law, 
deposes and says that this statement is made on 
behalf of the taxpayer named, and that the facts 
given below are true and complete: 
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1. District in which return (if any) was filed 
1st California 

2. Period (if for income tax, make separate form 
for each taxable year) from January 1, 1936, to 
December 31, 1936 

3. Character of assessment or tax Income 

4. Amount of assessment, $1,166.86; dates of 
payment Statutory dates 

5. Date stamps were purchased from the Gov- 
CAND TIG I es 2 oo 65 hn rg 


6. Amount to be refunded ............. $176.68 
7. Amount to be abated (not applicable 
wo income or estate taxes) ............... Poe ee 


8. The time within which this claim may be 
legally filed expires, under Section 322 of the Reve- 
nue Act of 1936, on March 15, 1940 

The deponent verily believes that this claim 
should be allowed for the following reasons: 

See statement attached hereto and made a part 
hereof. 

(Attach letter-size sheets if space is not sufficient) 
Signed L. A. CRANSON 


Sworn to and subscribed before me this 6th day 
of March 1940 
[Seal] HELEN G. BOYLE, 
Notary Public in and for the City and County of 
San Francisco, State of California 


[Printer’s Note: Ruled forms on Reverse of 
sheet contain no entries.] [13] 
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L. A. CRANSON 


Statement Attached to and Made a Part of Amended 
Claim for Refund for the Calendar Year 1936 


The deponent verily believes that this claim should 
be allowed for the following reasons: 

Failure to deduct on returns filed, loss sustained 
in 1936 by reason of investment in capital stock of 
Santa Clara Holding Company becoming worthless 
in 1936. The original claim for refund and all the 
papers and documents attached thereto and referred 
to therein, are hereby made a part of this claim to 
the same extent as though attached hereto in full. 

On my income tax return for the calendar year 
1936, I reported as subject to tax, dividends from 
Honolulu Oil Corporation in the amount of $450.00. 
96% of these dividends were paid out of increase in 
value of property accrued before March 1, 1913 and 
therefore $432.00 is exempt from tax. In comput- 
ing the Corporation’s earnings available for taxable 
dividends, it is necessary to take into account the 
following principal deductions: 

1. Excess of depletion on March 1, 1913 value of 
the company’s oil and gas properties over depletion 
sustained on cost of such properties. 

2. <All other items of unallowable deductions nor- 
mally taken into account in the computation of earn- 
ings or profits available for taxable dividends, in- 
cluding losses upon dissolution during 1936 of 
wholly owned subsidiaries. 
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The refund due is computed as follows: 
meeincome per R.A.R. 8/24/38 conn ccccc..cccencecacecenneneol $15,883.50 
Less: Dividends from Honolulu Oil Corporation paid 
out of increase in value of property accrued 


Feome tees (VOM y, snccc ck Saeco ccs 432.00 
Worthless stock of Santa Clara Holding Co....... 1,000.00 
inevisod Net Income: «........-....-.2::.:..2:0..2..--c0oce0c-cereceoesee-oue-- $14,451.50 
Personal Exemption and Dependents .........................-.- 1,400.00 
“SUI USES ING IO) a ae $13,051.50 
ipagmed Income (reddit _..............-.2...cc.c0:.-sMtsencesccesecacaeee 1,400.00 
iemmal Tax Wet Income ..........-............-------0.-scssc.esss00- $11,651.50 
Parmar a eg os od neces cds ndeectedwsacesecsduaneanenance $ 466.06 
aaa DX 552s cagchsascanceeteet: sesuu-tctesaseeuteseancead 524.12 
Meals Tax Assessable .....-.....-o.-c-----c-ccsecce-ostscdussansencesneeaes $ 990.18 
Mame treviously Assessed. ...........-..-----.c-c--ssesssscssseersease 1,166.86 
Refund being demanded -000.........eecseseceeceseeeeeeeeeeeeees $ 176.68 


[14] 
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Form 843 
Treasury Department 
Internal Revenue Service 
(Revised April 1940) 


SECOND AMENDED CLAIM 


To Be Filed With the Collector Where Assessment 
Was Made or Tax Paid 


Collector’s Stamp 
(Date received ) 

The Collector will indicate in the block below the 
kind of claim filed, and fill in the certificate on the 
reverse side. 

[x] Refund of Tax Illegally Collected. 

[ ] Refund of Amount Paid for Stamps Un- 
used, or Used in Error or Exeess. 

[ ] Abatement of Tax Assessed (not applicable 
to estate or income taxes). 


State of California 
City and County of San Francisco—ss: 


Type or Print 
Name of taxpayer or 
purchaser of stamps Lorin A. Cranson 
Business address 215 Market Street, 
San Francisco, California 
Residence ....... <a: | eee : 


The deponent, being duly sworn according to law, 
deposes and says that this statement is made on 
behalf of the taxpayer named, and that the facts 
given below are true and complete: 


Umited States of America pe 


1. District in which return (if any) was filed 
Ist California 

2. Period (if for income tax, make separate form 
for each taxable year) from January 1, 1936, to 
December 31, 1936 

3. Character of assessment or tax Income 

4. Amount of assessment, $1,166.86; dates of 
payment statutory dates 

5. Date stamps were purchased from the Gov- 
6. SSNS -oghs oh ia a a 


6. Amount to be refunded ............. $176.68 
7. Amount to be abated (not applicable 
to income or estate taxes) ............... > a 2 


8. The time within which this claim may be 
legally filed expires, under Section 322 of the Reve- 
nue Act of 1936, on March 15, 1940 

The deponent verily believes that this claim 
should be allowed for the following reasons: 

See statement attached hereto and made a part 
hereof. 

(Attach letter-size sheets if space is not sufficient) 
Signed LORIN A. CRANSON 


Sworn to and subscribed before me this 14th day 
of May 1941 
[Seal] HELEN G. BOYLE, 
Notary Public in and for the City and County of 
San Francisco, State of California 
[Printer’s Note: Ruled forms on Reverse of 
sheet contain no entries.] [15] 
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Statement Attached to and Made a Part of Second 
Amended Claim for Refund for the Calendar 
Year 1936 


The deponent verily believes that this claim should 
be allowed for the following reasons: 

Failure to deduct on returns filed, loss sustained 
in 1936 by reason of investment in capital stock of 
Santa Clara Holding Company becoming worthless 
in 1936. The original claim for refund and all the 
papers and documents attached thereto and referred 
to therein, are hereby made a part of this claim 
to the same extent as though attached hereto in full. 

On my income tax return for the calendar year 
1936, I reported as subject to tax, dividends from 
Honolulu Oil Corporation in the amount of $450.00. 
96% of these dividends were paid out of increase 
in value of property accrued before March 1, 1913 
and therefore $432.00 is exempt from tax. In com- 
puting the Corporation’s earnings available for tax- 
able dividends, it is necessary to take into account 
the following principal deductions: 

1. Excess of depletion on March 1, 1913 value of 
the company’s oil and gas properties over depletion 
sustained on cost of such properties. 

2. <All other items of unallowable deductions nor- 
mally taken into account in the computation of earn- 
ings or profits available for taxable dividends, in- 
cluding losses upon dissolution during 19386 of 
wholly owned subsidiaries. 
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3 In the event it should be held that losses upon 
dissolution during 1936 of wholly owned subsidiaries 
do not reduce earnings or profits of Honolulu Oil 
Corporation available for dividends, it is then con- 
tended in the alternative that the operating deficits 
of the subsidiary corporations existing as of the 
date of their dissolution were absorbed by Honolulu 
Oil Corporation and had the effect of reducing the 
earnings or profits of Honolulu Oil Corporation 
available for dividends. 

The refund due is computed as follows: 

Net Income per R.A.R. 3/24/38 .....-.-.---.-.-------eeeertt $15,883.50 


Less: Dividends from Honolulu Oil Corporation paid 
out of increase in value of property accrued 


before 3/1/18 -....-.-.---s--ceceseecseecseceeseneeseecetteesetes 432.00 
Worthless stock of Santa Clara Holding Co....... 1,000.00 
Revised Net Income .........-..-----:-:s--sesceeceesseceeeeescteetettts $14,451.50 
Personal Exemption and Dependents .........-..---.------------ 1,400.00 
Surtax Net Income ........---.--:-------cs:cscseeeneeceeceneeneetensnnsestces $13,051.50 
Earned Income Credit ............--..----:--::s-ceceeeeseeseerseetseeteeets 1,400.00 
Normal Tax Net Income ...........--.----:---s--ceseceseeeteenerene $11,651.50 
Normal Tax. ....-.--c--c--c--c-sse-cesceeceececenseecesenserscserenensnersnscesenees 466.06 
SULtaX cecceccccecceccececsccecessesesceencecesecseesnssnseeserecsssanennanenenstecseces 524.12 
Total Tax Assessable ...........--.+--scs-sccsccccececeseceescentsenttsesees $ 990.18 
Tax Previously Assessed .......-----------::s-:sscsrsessesrnrr 1,166.86 
Refund being demanded ..........-.--------+-----e-eet ¢ 176.68 


[Endorsed]: Filed April 22, 1942. [16] 
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[Title of District Court and Cause. ] 
ANSWER 


Comes now the above-named defendant through 
his duly appointed attorney, Frank J. Hennessy, 
Esquire, United States Attorney for the Northern 
District of California, and answers the complaint 
filed herein as follows: 


J. 
Admits the allegations of fact contained in para- 
graph I of plaintiff’s complaint. 


eT. 

Admits the allegations of fact contained in para- 
eraph IT of plaintiff’s complaint except it is denied 
that the income tax return was filed on March 15, 
1937 but admits that said return was filed on March 
13, 1937; denies the payment of $254.35 alleged to 
be made on March 15, 1937 but admits payment of 
$254.35 on March 13, 1937; denies the payment of 
the sum of $254.35 on June 15, 1937 but admits the 
payment of $254.35 on June 14, 1937; denies pay- 
ment of $254.34 on September 15, 1937 but admits 
the payment of $254.34 on September 8, 1937. 


ITI. 

Admits the allegations of fact contained in para- 
graph III of plaintiff’s complaint except it is denied 
that the sum of $149.48 was paid on March 21, 1938 
but admits that the sum of $149.48 was paid March 
25, 1938; [18] denies payment of interest in the sum 
of $9.21 on April 15, 1938 but admits payment of 
interest in the amount of $9.21 on April 18, 1938. 


United States of America 20 


ve 
Admits the allegations of fact contained in para- 
graph IV of plaintiff’s complaint. 


V. 

For lack of knowledge and information sufficient 
to form a belief defendant denies the allegations of 
fact set forth in paragraph V of plaintiff’s com- 
plaint except it is admitted that plaintiff reported 
on his income tax return for the calendar year 1936 
on line 6 of said return as taxable dividends received 
during the calendar 1936 the total sum of $1,700.00. 


VI. 7 
Admits the allegations of fact contained in para- 
graph VI of plaintiff’s complaint except it is denied 
that the claim for refund was filed on June 12, 1938 
but admits that it was filed on June 13, 1939. 


VIL. 

Denies the allegations of fact contained in para- 
graph VII of plaintiff’s complaint except it 1s ad- 
mitted that claim for refund in the sum of $176.68 
was filed on March 7, 1940, of which amount the 
sum of $124.84 represents that portion of said 
amended claim for refund which was based on the 
grounds set forth in said original claim for refund 
filed on June 13, 1939, and which has been refunded 
to the plaintiff. Defendant admits that plaintiff’s 
claim for refund attached to its complaint as Ex- 
hibit ““B”’ is a true and correct copy of the claim 
for refund filed with the Collector of Internal Reve- 
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nue and that such claim speaks for itself as such, 
and further admits no part of the facts set forth 
in said claim for refund. [19] 


VIII. 

Admits that the second amended claim for refund 
was filed on May 17, 1941 in the sum of $176.68, of 
which amount the sum of $124.84 represents that 
portion of said second amended claim for refund - 
which was based on the grounds set forth in said 
original claim for refund filed on June 13, 1939, and 
which has been refunded to plaintiff. Otherwise, | 
denies the allegations of fact contained in paragraph 
VILLI of plaintiff’s complaint except defendant ad- 
mits that plaintiff’s claim for refund attached to its 
complaint as Exhibit ‘‘C’’ is a true and correct copy 
of the claim for refund filed with the Collector of 
Internal Revenue and that such claim speaks for 
itself as such, and further admits no part of the 
facts set forth in said claim for refund. 


IX. 
Admits the allegations of fact contained in para- 
graph IX of plaintiff’s complaint. 


ix 
Admits the allegations of fact contained in para- 
graph X of plaintiff’s complaint. 


DOL 
‘Denies the allegations or purported allegations of 
fact contained in paragraph XI of plaintiff’s com- 
plaint. 
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Wherefore, having fully answered the complaint 
filed herein, defendant respectfully prays that 
plaintiff’s complaint be dismissed and judgment 
be entered in his favor for costs and such other 
appropriate relief as he may be entitled to under 
the law. 

FRANK J. HENNESSY, 
United States Attorney, 
Attorney for Defendant. 
By W. E. LECKING, 
Asst. U. 8. Atty. 


(Receipt of Service.) 
[Endorsed]: Filed July 11, 1942. [20] 


[Title of District Court and Cause. ] 
STIPULATION 


It Is Hereby Stipulated and Agreed by and be- 
tween the parties hereto, by their respective attor- 
neys, that the following facts shall be taken as true 
upon the trial of the above-entitled case, provided, 
however, that this stipulation shall be without [21] 
prejudice to the right of either party to introduce 
other and further evidence not inconsistent with the 
facts herein stipulated to be taken as true. 

1. At all times herein mentioned plaintiff was a 
resident of San Francisco, California, and of the 
judicial district described as the Northern District 
of California, Southern Division. Plaintiff is the 
sole and absolute owner of the claim sued on herein, 
and is the sole person interested therein, and no 


28 Lorin A. Cranson vs. 


assignment or transfer of said claim, or of any part 
thereof or interest therein, has been made by plain- 
tiff. No action other than that set forth in the 
complaint has been taken in Congress or by any of 
the Departments. Plaintiff has at all times borne 
true allegiance to the Government of the United 
States, and has not in any way aided, abetted or 
given encouragement to rebellion against said 
Government. 

2. On March 13, 1937, plaintiff filed with the 
Collector of Internal Revenue of the United States 
for the First District of California an individual 
income tax return for the calendar year 1936, dis- 
closing a net income of $14,683.50 and a total tax 
due of $1,017.38, which amount was duly assessed 
and was paid in quarterly installments during the 
year 1937 to John V. Lewis, as said Collector of 
Internal Revenue. Said John V. Lewis ever since 
March 7, 1938, has not been and is not now in office 
as Collector of Internal Revenue of the United 
States. A copy of said return is hereunto attached, 
marked Exhibit ‘‘A’’, and made a part hereof. 

3. On January 1, 1936, plaintiff was the owner of 
400 shares of the capital stock of Honolulu Oil Cor- 
poration, Ltd., and on July 24, 1936, plaintiff pur- 
chased an additional 100 shares of the capital stock 
of said corporation. The basis on January 1, [22] 
1936, for income tax purposes of each of said shares 
of stock was greater than the aggregate cash dis- 
tributions paid by said corporation during said year 
on each of said shares. During the calendar year 
1936 plaintiff received from said corporation cash 
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distributions on said shares of stock in the sum of 
$450, which plaintiff reported as taxable dividends 
received on his said income tax return for the calen- 
dar year 1936. 

4. On March 24, 1938, the Internal Revenue 
Agent in Charge at San Francisco addressed a letter 
to the plaintiff enclosing a copy of report covering 
his examination of plaintiff’s books and records, 
and disclosing a deficiency in tax of $149.48 for 
1936. Said deficiency, plus interest of $9.21, was 
duly assessed and was paid in two installments on 
March 25 and April 18, 1938. A copy of said letter 
is hereunto attached, marked Exhibit ‘‘B’’, and 
made a part hereof. | 

o.. By a Certificate of Overassessment, No. 
2534937, issued in or about March, 1940, plaintiff 
was advised of an overassessment of tax for the year 
1936 in the amount of $124.84, plus interest thereon 
in the amount of $7.69, which resulted from the 
allowance of plaintiff’s original claim for refund 
(Exhibit ‘‘A’”’ of plaintiff’s complaint). This 
amount was allowed on Schedule No. 70750, and was 
thereafter duly paid to plaintiff. A copy of said 
certificate is hereunto attached, marked Exhibit 
“C”’, and made a part hereof. 

6. On March 7, 1940, plaintiff filed with the Col- 
lector of Internal Revenue of the United States for 
the First District of California an amended claim 
for refund of income taxes paid for the calendar 
year 1936. Disregarding items not now material, a 
portion of said claim, amounting to $51.84, was 
based on the ground that only $18 out of the £450 
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received as distributions by plaintiff during the [23] 
ealendar year 1936 from Honolulu Oil Corporation, 
Ltd., were taxable dividends, and that the balance 
of said distributions, namely, the sum of $432, was 
' not paid out of the earnings or profits of said cor- 
poration accumulated after February 28, 1913, nor 
out of its earnings or profits for the taxable year 
1936, and was not taxable to plaintiff. A copy of 
said amended claim for refund is hereunto attached, 
marked Exhibit ‘‘D’’, and made a part hereof. 

7. On May 14, 1941, the Internal Revenue Agent 


in Charge at San Francisco, California, addressed a 


letter to plaintiff regarding the aforesaid amended 
claim filed March 7, 1940, and by letter dated July 
22, 1941, the Commissioner of Internal Revenue ad- 
vised plaintiff that that claim was rejected. Copies 
of said letters dated May 14 and July 22, 1941, are 
hereto attached, marked Exhibit ‘‘E’’, and made a 
part hereof. 

8. On May 17, 1941, plaintiff filed with the afore- 
said Collector of Internal Revenue a_ second 
amended claim for refund of income taxes paid for 
the calendar year 1936. Disregarding items not 
now material, a portion of said claim, amounting to 
$51.84, was likewise based on the ground that only 
$18 out of the $450 received as distributions by 
plaintiff during the calendar vear 1936 from Hono- 
lulu Oil Corporation, Ltd., were taxable dividends, 
and that the balance of said distributions, namely, 
the sum of $432, was not paid out of the earnings or 


profits of said corporation accumulated after Feb- | 


oe 
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ruary 28, 1913, nor out of its earnings or profits 
for the taxable year 1936, and was not taxable to 
plaintiff. A copy of said second amended claim for 
refund is hereunto attached, marked Exhibit “F’’, 
and made a part hereof. 

9. On February 10, 1942, the Commissioner of 
Internal Revenue addressed a letter to plaintiff 
regarding the aforesaid second amended claim filed 
May 17, 1941. A copy of said letter is hereunto 
attached, marked Exhibit ‘‘G’’, and made a part 
hereof. [24] 

10. Honolulu Consolidated Oil Company was in- 
corporated in 1910 under the laws of the State of 
California, and in 1930 said corporation was re- 
incorporated under the laws of the State of Dela- 
ware as Honolulu Oil Corporation, Ltd., at which 
time the shareholders of Honolulu Consolidated 
Oil Company exchanged their stock for stock of 
Honolulu Oil Corporation, Ltd., on a share for 
share basis. On May 26, 1937, the name of the 
corporation was changed to Honolulu Oil Corpo- 
ration. Both of said corporations are hereinafter 
referred to as ‘‘Honolulu’”’. 

11. California Exploration Company was incor- 
porated on June 27, 1927, under the laws of the 
State of Nevada. The primary business of said 
corporation was the acquisition and development 
of prospective oil properties in the State of Wyom- 
ing. Honolulu Oil Company was incorporated on 
November 2, 1929, under the laws of the State of 
Nevada. The primary business of said corporation 
was the acquisition and development of prospective 
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oil properties in the State of Texas. On August 
4, 1934, said corporations were consolidated under 
the name of California Exploration Company, 
which name was thereupon changed to California 
Exploration Company, Ince. The assets of each of 
said constituent corporations were carried on the 
books of said corporations at cost, and the reserves 
for depreciation and depletion of each of said cor- 
porations, as shown by the books of each of said 
corporations, were computed on said cost.. The as- 
sets, liabilities and reserves of each of said con- 
stituent corporations, as shown by its books, were 
carried forward in the same amounts on the books 
of the consolidated company, California Explora- 
tion Company, Ince. 

12. Sea Cliff Development Company, Ltd., was 
incorporated on February 17, 1930, under the laws 
of the State of Nevada. [25] The primary busi- 
ness of said corporation was the acquisition and 
development of prospective oil properties in the 
Rineon Oil Field, Ventura County, California. 

13. Petroleum Hydrogenation Company, Ltd., 
was incorporated on August 9, 1930, under the 
laws of the State of Nevada, and on November 
25, 1930, its name was changed to Processco, 
Limited. Said corporation was formed primarily 
to aequire and develop patents relating to the 
processing of crude petroleum. 

14. The aforesaid California Exploration Com- 
pany, Ine., Sea Cliff Development Company, Ltd., 
and Proeesseo, Limited, are hereinafter collective- 
ly referred to as ‘‘Subsidiaries’’. At all times since 
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their incorporation Honolulu owned all the issued 
and outstanding capital stock of said Subsidiaries, 
and likewise at all times since the incorporation 
of the predecessors of California Exploration Com- 
pany, Inc., Honolulu owned all the issued and out- 
standing capital stock of said predecessors. On 
August 31, 1936, the said Subsidiaries were 
hquidated, and distributed to their sole stockholder, 
Honolulu, all their assets, subject to their liabili- 
ties, in complete cancellation and redemption of all. 
their issued and outstanding capital stock, and said. 
Subsidiaries ceased to transact business and dis- 
solved. Upon the liquidation of said Subsidiaries, ; 
Honolulu realized a loss of $1,225,908.63, which was 
the amount charged off on its books as a loss, no 
portion of which was recognized for Federal in- 
come tax purposes under the provisions of section 
112(b)(6) of the Revenue Act of 1936, and was 
so treated by Honolulu in its 1936 Federal income\ 
and excess-profits tax return. Said loss of $1,- 
225,908.63 was computed as follows: [26] 
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Cash invested by Honolulu in the capital stock of. said Sub- 
sidiaries, including the predecessors of California Explora- 
tion Company, Inc.: 


“California Exploration Com- 
Nay oe... $ 470,000.00 
-Honolulu Oil Company .............. 198,000.00 


Total cost of stock of prede- 
cessors of California Explora- 
tion Company, Ine. -_.........28 $ 668,000.00 


Aga ocall investment in stock 
" of California Exploration Com- 
‘pany hie 470,000.00 


Total. cost of stock of Gallien 
’ Exploration Company, Ine. ....$1,138 ,000.00 
~ Sea Cliff Development Com- : 
Fe) 2.) Li ee ene a 345,000.00 
Processco, Limited ...............----- 100,000.00 $ 1,583,000.00 


Cash advanees by Honolulu to said 
. Subsidiaries: remaining unpaid 
at date of liquidation: 
California Exploration Com- 


epany, Tes ._..e.......caeee es $ 31.54 
Sea Cliff Development .Com- 
Company. Ltd, 225. 3,082.77 
Processeo, Limited ..................... 84,051.93 87,166.24 


Paid by Honolulu to third parties for their con- 
tingent interest in capital stock of Processco, 
Limited, under a contract under which said 
parties would become entitled to certain shares 
of stock if the net profits of said corporation 
should exceed 6 per cent of its average invested 
capital for twelve successive calendar months... 20,457.02 


Total investment and advances by Honolulu.......... $ 1,690,623.26 
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Less assets acquired from said Subsidiaries (minus. ° 
liabilities assumed) per Exhibit ‘‘H’’ attached © = © 
Mereto and made a part hereof ..............---2---------- — 464,714.63 


Loss charged off by Honolulu on its books upon : a3 
liquidation of said Subsidiaries -...............-..--+--+- $ 1,225,908.63 


The assets acquired by Honolulu upon the liqui- 
dation of [27] said subsidiaries were carried on. 
the books of said Subsidiaries at the cost oe said 
Subsidiaries (or in the case of assets originally 
acquired by the predecessors of California Explo- 
ration Company, Inc., at the cost to said predeces- 
sors). The accounts representing said assets on the 
books of said Subsidiaries, together with’ reserves 
for depreciation and depletion computed on said 
cost, a reserve for bad debts, and the accounts rep- 
resenting the liabilities assumed by Honolulu, were 
transferred without change to the books of Hono- 
lulu. The total of said assets, less said liabilities 
and reserves, transferred to the books of Honolulu 
amounted to the sum of $464, 714. 63, as above set 
forth. The aggregate value of said assets, less said 
liabilities and reserves, did not exceed said sum of 
$464,714.63, and for the purposes of this stipula- 
tion it is agreed that their aggregate value, less 
said liabilities and reserves, is the sum of $464,- 
714.63. For the purpose of determining earnings \ 
or profits available for dividends after Angust 31, 
1936, Honolulu used the cost of said assets, as above | 
set forth, in the determination of depreciation, de- | 
pletion, and gain or loss on the sale-or other dis-_ 
position thereof. | 
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15. The surplus of Honolulu as of March 1, 
19138, is allocated as follows: 


igemed! SUPPlUS xcc2ccecccsceee $ 426,918.44 
Paidzin surplus 12.2.3 ee $ 2,501,673.44 
Surplus by appreciation ..........00.0.0......- $15,226,408.55 


16. During the years 1913 to 1935, inclusive, 
Honolulu paid the following dividends from March 
1, 19138 surplus and appreciation existing on March 
¥V913: 


Year Amount 
NOR rs. od ee ee $ 93,191.16 
ARS <........2e,.. e 235,876.98 
JOUGIE....... 28. eee. 105,583.93 
2 ORM: <.... eee ee... 360,000.00 
TGA: SUMMA A pe 7,155.11 
AUC: $801,807.18 [28] 


17. The predecessors of California Exploration 
Company, Inc., sustained operating losses during 
the period from their incorporation to their con- 
solidation, as follows: 


California Exploration Company ........20.......:.:--1--00-- $427,909.64 
Honolniw Oi) Company 222. ee 325,322.64 


Total operating deficit carried onto the books of 
the consolidated company, California Explora- 
tion Company, Inc. 2.222. $753,232.28 


Each of said Subsidiaries sustained operating 
losses during the period from their incorporation 
to their dissolution, and the resulting operating 
deficits of said Subsidiaries as of the date of their 
liquidation on August 31, 1936, were as follows: 
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California Exploration Company, Inc.: 
Acquired from predecessors as above set forth........ $753,232.28 
Resulting from operating losses subsequent to con- 


ne tO Taner = I... sscacee eee 194,795.44 
Sea Cliff Development Company, Ltd......................-. 156,278.11 
Meee, WGITINC -._...--.-.......-a-anca---oceantoccecrecerusaaseenacees- 101,145.78 

Total operating deficits of Subsidiaries................ $1,205,451.61 


18. For the years 1928 to 1933, inclusive, Hono- 
lulu filed consolidated returns, and the operating 
losses of these Subsidiaries were applied for in- 
come tax purposes in reduction of the net income 
of Honolulu as follows (Honolulu acquired the 
stock of the Sea Cliff Development Company in | 
December, 1933): 


California 


Exploration Honolulu Processco Total Loss 

Year Company Oil Company Limited for Year 

1928 $152,741.96 $$ ............ oo $152,741.96 
i229 <1 5125 SA 020 lg. 91,929.50 
1930 98,324.77 93,909.60 2,097.24 194,331.61 
1931 25,387.28 115,178,56 5,491.57 146,057.41 
1932 15,850.83 74,330.13 18,909.71 109,090.67 
1933 15,645.50 53,515.04 5,791.98 74,952.52 


Total $399,879.84 $336,933.33 $ 32,290.50 $769,103.67 


[29] 


The_taxable net income of enone after reduc- 


tion of operating losses of the subsidiary com-_ 
panies is shown as follows: 


Year Amount 

Ne anon oon 2ecccovecacecosccete! $ 1,364,334.08 
Aree cece eenregte 2! Sand) eeeede. 1,433,602.91 
thou ig Bee 1,553,754.99 
SIGOPS eee a 123,151.83 
ess ctnesceeaivectnes 547,582.01 


1980 (we) (243,578.74) 
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As all of the aforesaid companies had operating 
losses for the year 1933, the operating losses of 
the three subsidiary companies availed of im the 
consolidated returns covering the years 1928 to 
1932, inclusive, amounted to $694,151.15 ($769,- 
103.67 less $74,952.52). 

19. At all times during the calendar year 1936 
Honolulu had outstanding 937,743 shares of capital 
stock, on which it paid four cash distributions of 
twenty-five cents per share each on March 14, June 
15, September 15, and December 15. On January 1, 
1936, Honolulu had available for dividends earnings 
or profits accumulated since February 28, 1913, in 
the amount of $139,631.26. Honolulu’s earnings or 
profits during the calendar year 1936 amounted to 
the sum of $931,553.82 before deducting any portion 
of said loss realized upon the liquidation of said 
Subsidiaries on August 31, 1936, in the amount of 
$1,225,908.63, or before deducting the aggregate op- 
erating deficits of said subsidiaries in the amount of 
$1,205,451.61. 


Dated: Feb. 4th, 1943. 
MORRISON, HOHFELD, 
FOERSTER, SHUMAN & 
CLARK, 
LEON de FREMERY, 
Attorneys for Plaintiff. 
FRANK J. HENNESSY, 
Attorney for Defendant. [30] 
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EXHIBIT B 


Treasury Department 
Internal Revenue Service 
433 Federal Office Building 

San Francisco, Calif. 


Office of 
Internal Revenue Agent in Charge 
San Francisco Division 

Lorin A. Cranson, 
215 Market Street, 
San Francisco, California. 

In re: Income Tax 

Date of Report: Mar 24 1938 

Year Examined: 1936 


Enclosed herewith you will find copy of report 
covering examination recently made by a representa- 
tive of this office, concerning your income tax liabil- 
ity, which is furnished for your information and 
files. 

Kindly acknowledge receipt of the enclosed report 
to the undersigned by return mail. 

Respectfully, 
F. M. HARLESS, 
Internal Revenue Agent in 
Charge. 
Enclosures : 
Form 892-SF 
hgk [82] 


Umted States of America 


Preliminary Statement 


Taxpayer: 
Lorin A. Cranson 


Schedule No.1 Block Adjustments 
1A Explanation of Items 
2 Computation of Tax 
Principal causes of additional tax: 


Year 1936 


Examining Officer: 
Bernard Cytron 
Table of Contents 


Disallowanee of 


loss on worthless stock. All changes were discussed 
with Lorin A. Cranson who agrees to the adjust- 


ments. 


Status and reason for exemption: 


Single— 


Chief support of niece under 18 years of age. 


SCHEDULE No. 1—Year 1936 


1. Salary 
3. Interest 
6. Dividends 


12. Total Income 
13. Interest 

14. Taxes 

17. Contributions 
18. Other deductions 
19. Total deductions 


20. Net Income 


Return 


$14,160.00 
421.50 
1,700.00 


$16,281.50 


68.59 
261.41 
68.00 
1,200.00 


$ 1,598.00 


$14,683.50 


Block Adjustments 


Additions 
to Income 


$ 1,200.00 


$ 1,200.00 


Corrected 


$14,160.00 
421.50 
1,700.00 


$16,281.50 


68.59 
261.41 
68.00 


$ 398.00 


$15,883.50 
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SCHEDULE No. 1-A—Year 1936 
Explanation of Items 
Line 18. Other deductions claimed ......2.....02..2..-.2-20-+- $ 1,200.00 
Other deductions allowed —.......) = p= 
Inerease iM INCOME -...2-2-2cc.2ec-cecee--ee es $ 1,200.00 
Inerease is due to disallowance of loss on worthless 
stock. The charter of the Oilfields Electrical Engineer- 
ing Corporation, a California corporation, was for- 
feited in 1932 when the corporation failed to pay its 
franchise tax, and the stock became worthless prior to 
1936. 
SCHEDULE No. 2—Year 1936 
Computation of Tax 
1. Net income (from Schedule 1)............ $15,883.50 
2. Less: Personal exemption ..............--.--- $1,000.00 
3. Credit for dependents................ 400.00 1,400.00 
4, Balance (surtax net income ...... seiee $14,483.50 
6. Less: Earned income credit .............. 1,400.00 
7. Balance subject to normal tax.............. $13,083.50 
8. Normal tax at 4 percent..................-. booted 
a RRMA cccccc. vcctor 643.52 
13 @elotal tax assessable 2.0 2s, $ 1,166.86 
14, Tax previously assessed ............--.------ $ 1,017.38 
15. Additional tax to be assessed.............. $ 149.48 


[33] 


United States of America ol 
EXHIBIT C 


Treasury Department 
Office of 
Commissioner of Internal Revenue 
Washington 
Income Tax Unit 
IT:C1:CC 
Certificate of 
Overassment 
Number: 2534937 
Allowed: $132.53 
Schedule No. 70750: 
Mr. Lorin A. Cranson, 
c/o C. Wm. Wittman, Jr., 
215 Market Street, 
San Francisco, California. 
Sir: 

An audit of your income tax return, form 1040, 
and a consideration of all the claims (if any) filed 
by you for the taxable year ended December 31, 1936 
indicates that the tax assessed for that year was in 
excess of the amount due: 


Tax Assessed : Income Tax Interest 
@mieinal, account 46201858 ..._......-..-..------ $1,017.38 None 
Additional, March 1938 list, #510348... 149.48 $9.21 

Mi@tal assessed qu... .....----.---c---cseeseceonan-o--n-- hl, 166,06 Cos) all 
Moreet Lialility ...........cccccccccssescesesssvocsoeeuee 1,042.02 52 
VETASSCSSMEN .......--2cccccecceencaceceesecsecccereeeeeh 124,84 $7.69 


This overassessment is in accordance with adjust- 
ments to your tax liability to which you have agreed. 
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The amount of the overassessment will be abated, 
eredited, or refunded as indicated below. (You will 
be relieved from the payment of any amount abated; 
if an overpayment has been made and other taxes 
are due, credit will be made accordingly, and any 
amount refundable is covered by a Treasury check 
transmitted herewith.) 

Included in the accompanying check is interest in 
the amount stated below, allowed on the refund or 
eredit. 

By direction of the Deputy Commissioner: 
Respectfully, 
T. C. ATKESON 
Head of Division. 
Abated: $ 
Credited: $132.53 

Momiiawxe Y car 19377, 
1940-Mar-1-519007 
Credited: $ 

To Tax. Year 
Refunded: $ 
Interest: $12.51 


[Typed in Margin]: Note:—The interest, if any, 
included herein is taxable income, and must be in- 
cluded in your income tax return for the year in 
which received. [34] 


EXHIBIT D 
[Printer‘s Note: Exhibit ‘‘D’’ is not reproduced 
here as it is identical with Exhibit ‘‘B’’, the 
Amended Claim attached to the complaint, and set» 
out in full at page 16 of this printed record. ] [35-36] 
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EXHIBIT E 


Treasury Department 
Internal Revenue Service 
74 New Montgomery Street 
San Francisco, California 


Office of 
Internal Revenue Agent in Charge 
San Francisco Division | 
. May 14, 1941 
Mr. Lorin A. Cranson, 
215 Market Street, 
San Francisco, California. 


Sir: 

I enclose a copy of the report of the examination 
of your income tax returng for the yearg ending De- 
cember 31, 1936, in connection with your claim for a 
refund of $176.68. The report, which has been 
carefully reviewed by this office, discloses no ground 
for reduction of your tax liability. 9° a 

If You Agree to the conclusions expressed in the 
report, please so advise this office at your earliest 
convenience. | 

i You Do Not Agree to these conclusions, you 
may file a protest, executed in triplicate under oath, 
with this office, within 30 days from the date of this 
letter, stating the grounds for your exceptions. Any 
protest so filed will have careful consideration and, 
if you so request, an opportunity for a hearing in 
this office will be granted you. This office will be 
pleased to answer any questions which may oceur 


rt 
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to you in your examination of the enclosed copy of 
the report. 

Should you fail to file with this office within the 
30-day period mentioned either an acceptance of the 
conclusions expressed in the report or a written 
protest, a recommendation will be made to the Com- 
missioner of Internal Revenue that your claim be 
disallowed. 

Your prompt acknowledgment of the receipt of 
this letter and related papers upon the enclosed 
form will be much appreciated. 

Respectfully, 
F. M. HARLESS, 
Internal Revenue Agent in 
Charge. 
Enclosures :' 
Report of examination. 
Form of acknowledgment. [37] 


Examining Officer: Office Audit 
L. D. Flint San Francisco, California 
May 1, 1941 


Name and Address on return: 
Lorin A. Cranson 
215 Market Street 
San Francisco, California 


Returned filed: March 18, 1937 Year: 1936 
District filed: First California Claim disallowed 


Umted States of America 


Net income disclosed by RAR dated 9-21-39................ 
No change in income. 


An amended claim was filed on the basis that divi- 
dends from Honolulu Oil Corp. were partially non- 
taxable and that a loss of $1,000.00 was sustained 
on stock of the Santa Clara Holding Co. 


Information on file shows that dividends from 
Honolulu Oil received in 1986 are 100% taxable. 


In report dated 9-21-39, Revenue Agent Oram al- 
lowed the loss of $1,000.00 on the stock. It is reeom- 
mended that the amended claim be disallowed. 
Net income as adjusted .........000...2.0.- ene 
Less: Personal exemption .........0..2.2-..---0---0-+- 1,000.00 
Credit for dependents ...............--.2------ 400.00 


Balance, surtax net inCOME.......-.2-.-----cccce- 
Less: Earned income eredit (10% of 
SAG AUNCO00) eae eneeeee eee ee 


Balance, subject to normal tax................-..----- 
Normal tax at 4% on $12,083.50.................--- 483.34 
Sites On $13,483.50 ........2.2... 2. eceeceeeceeee 558.68 
SSG 
Max liability as adjusted .............----.-..--------- 
Tax previously assessed...............- 1,017.38 
Subsequent: List 1938-March 

Lk) aan 149.48 1,166.86 


Overassessment allowed 2-26-40 00002000... 124.84 


DD FLINT 


ahs) 


14,883.50 


14,883.50 


1,400.00 


13,483.50 


1,400.00 


12,083.50 


1,042.02 
1,042.02 


1,042.02 


Internal Revenue Auditor [38] 
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Treasury Department 
Washington 
Office of 
Commissioner of Internal Revenue 


Address Reply To 

Commissioner of Internal Revenue 

And Refer To 

IT :C1:CC :4-CCP Jul 22 1941 
Mr. L. A. Cranson, 

215 Market Street, 
‘San Francisco, California. 
In re: Claim for refund of $176.68 
For the year 1936 

oS Hl 

Reference is made to the revenue agent’s report 
upon an investigation of your tax liability dated 
May 1, 1941, a copy of which was forwarded you, 
wherein you were informed that the claim for refund 
indicated above will be disallowed. 

In accordance with the provisions of existing in- 
ternal revenue law, notice is hereby given of the 
disallowance of your claim in full. 

Respectfully, 
GUY T. HELVERING, 
Commissioner, 
By T. MOONEY 
Deputy Commissioner. [39] 


United States of America ot 
EXHIBIT F 


[Printer’s Note: Exhibit ‘‘F”’ is not set out here, 
as it is identical with Exhibit ‘“‘C”’, the Second 
Amended Claim, attached to the Complaint, and 
printed in full at page 20 of this printed record.] 


EXHIBIT G 


Treasury Department 
Office of 
Commissioner of Internal Revenue 


Address Reply To 
Commissioner of Internal Revenue 
And Refer To 
IT :C1:CC :33-EVL Feb 10 1942 
Mr. L. A. Cranson, 
215 Market Street, 
San Francisco, California. 
Sir: 

Reference is made to Form 848 filed by you on 
May 17, 1941, with the Collector of Internal Reve- 
nue, San Francisco, California, requesting a refund 
of $176.68, income tax, for the year 1936. The Form 
843 is considered an application for reconsideration 
of your claim for refund, which was disallowed, reg- 
istered notice of disallowance having been mailed 
on July 22, 1941, in accordance with the provisions 
of the Internal Revenue Laws. 

The Bureau has considered the additional argu- 
ments presented in your Form 843, and in accord- 
ance with the findings of the Internal Revenue 
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Agent in Charge, San Francisco, California, the 
disallowance of the above-mentioned claim is sus- 
tained. 
In view of the foregoing, your application for 
reconsideration is denied. 
Respectfully, 
TIMOTHY C. MOONEY, 
Deputy Commissioner, 
By T. C. ATKESON 
Head of Division. [42] 
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[Title of District Court and Cause. ] 


FINDINGS OF FACT AND CONCLUSIONS 
OF LAW 


The above-entitled cause having come regularly 
on for trial before the Court, sitting without a jury, 
the plaintiff appearing by his Attorneys, Leon de 
Fremery, Esq. and Messrs. Morrison, Hohfeld, 
Foerster, Shuman & Clark, the defendant appearing 
by Frank J. Hennessy, United States Attorney for 
the Northern District of California, represented by 
Esther B. Phillips, Assistant United States Attor- 
ney, and the facts having been stipulated and the 
cause having been argued and submitted, the Court 
now makes these 


FINDINGS OF FACT 


The Court refers to and incorporates herein as 
his findings the Stipulation of Facts made and filed 
by the parties. [44] 

From the facts so stipulated and found, the Court 
renders the following 


CONCLUSIONS OF LAW 


(1) That the operating deficits of the wholly 
owned subsidiary corporations of Honolulu Oil 
Corporation as of the date of their liquidation did 
not diminish the earnings or profits of Honolulu 
Oil Corporation which were otherwise available for 
distribution to the stockholders of Honolulu Oil 
Corporation during the tax year. 
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(2) The loss sustained by Honolulu Oil Corpora- 
tion upon the liquidation of its wholly owned sub- 
sidiary corporations did not diminish the earnings 
or profits of Honolulu Oil Corporation available 
for dividends during the tax year. 

(3) The retroactive application of the Internal 
Revenue Code as amended by Section 501 of the 
Second Revenue Act of 1940 is not unconstitutional. 

(4) The Commissioner of Internal Revenue cor- 
rectly determined that the claim for tax refund 
should be rejected. 

Let judgment be entered accordingly, without 
costs to either party. 

MICHAEL J. ROCHE, 
United States District Judge. 


(Receipt of Service.) 
[Endorsed]: Filed Oct. 23, 1948. [45] 
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In the District Court of the United States for the 
Northern District of California, Southern Di- 
vision 

No. 22168-R 


LORIN A. CRANSON, 
Plaintiff, 
VS. 


THE UNITED STATES OF AMERICA, 
Defendant. 
JUDGMENT 


The above entitled cause having come regularly 
on for trial before the court, sitting without a jury, 
the plaintiff appearing by his attorneys, Leon de 
Fremery, Esq., and Messrs. Morrison, Hohfeld, 
Foerster, Shuman & Clark, the defendant appearing 
by Frank J. Hennessy, United States Attorney for 
the Northern District of California, represented by 
Esther B. Phillips, Assistant United States Attor- 
ney, and the facts having been stipulated and the 
cause having been argued and submitted, the Court 
having ordered judgment for defendant, It Is 
Hereby Ordered that judgment be entered for de- 
fendant without costs. 

MICHAEL J. ROCHE, 
United States District Judge. 


[Endorsed]: Filed Oct. 25, 1943. [46] 
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[Title of District Court and Cause. ] 
NOTICE OF APPEAL 


Notice Is Hereby Given that Lorin A. Cranson, 
plaintiff above named, hereby appeals to the United 
States Circuit Court of Appeals for the Ninth Cir- 
euit from the final judgment entered in this action 
on October 23, 1943. 


Dated: November 18, 1943. 
LEON de FREMERY 
MORRISON, HOHFELD, 
FOERSTER, SHUMAN 
& CLARK 
Attorneys for Appellant, 
LORIN A. CRANSON 
Address: Eleventh Floor, 
Crocker Building 
San Francisco, California 


[Endorsed]: Filed Nov. 18, 1943 [47] 


se 


[Title of District Court and Cause. ] 
DESIGNATION OF RECORD 


Appellant designates the following portions of 
the record, proceedings and evidence to be contained 
in the record on appeal in this action: 

1. Complaint. 

2. Defendant’s Answer to Complaint. 

3. Stipulation of Facts. 
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4. Findings of Fact and Conclusions of Law filed 
October 23, 1943. [48] 

5. Judgment. 

6. Notice of Appeal. 

7. This Designation. 


Dated: November 18, 1943. 
LEON de FREMERY 
MORRISON, HOHFELD, 
FOERSTER, SHUMAN 
& CLARK 
Attorneys for Appellant, 
LORIN A. CRANSON 
Address: Eleventh Floor, 
Crocker Building 
San Francisco, California 


Receipt of a copy of the within Designation of 
Record is hereby admitted this 18th day of Novem- 
ber, 1943. 

FRANK J. HENNESSY 
Per TS. 
Attorney for Appellee 


[Endorsed]: Filed Nov. 18, 1943. [49] 


—————e 


District Court of the United States 
Northern District of California 


CERTIFICATE OF CLERK TO 
TRANSCRIPT OF RECORD ON APPEAL 


I, C. W. Calbreath, Clerk of the District Court 
of the United States, for the Northern District of 
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California, do hereby certify that the foregoing 49 
pages, numbered from 1 to 49, inclusive, contain a 
full, true, and correct transcript of the records and 
proceedings in the case of Lorin A. Cranson, Plain- 
tiff, vs. United States of America, Defendant. No. 
22168-S, as the same now remains on file and of 
record in my office. 

I further certify that the cost of preparing and 
certifying the foregoing transcript of record on 
appeal is the sum of Six-dollars and thirty-five-cents 
($6.35) and that the said amount has been paid to 
me by the Attorney for the appellant herein. 


In Witness Whereof, I have hereunto set my 
hand and affixed the seal of said District Court at 
San Francisco, California, this 22nd day of De- 
cember A. D. 1943. 

[Seal] C. W. CALBREATH 

Clerk 
WM. J. CROSBY 
Deputy Clerk 
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[Endorsed]: No. 10644. United States Cireuit 
Court of Appeals for the Ninth Circuit. Lorin A. 
Cranson, Appellant vs. United States of America, 
Appellee. Transcript of Record. Upon Appeal 
from the District Court of the United States for 
the Northern District of California Southern Divi- 
sion. 


Filed December 23, 1943. 
PAUL P. O’BRIEN 
Clerk of the United States Circuit Court of Ap- 
peals for the Ninth Circuit. 


In the United States Circuit Court of Appeals 
For the Ninth Circuit 


No. 10644 


LORIN A. CRANSON, 
Appellant, 
VS. 


THE UNITED STATES OF AMERICA, 
Appellee. 


STATEMENT OF POINTS 
AND DESIGNATION OF RECORD 


Statement of Points Relied Upon by Appellant 

This is an action for the refund of income taxes 
paid with respect to certain distributions received 
from Honolulu Oil Corporation, which distributions 
appellant contends were in part at least distribu- 
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tions of capital and not subject to income tax. Ap- 
pellant hereby states that the points upon which he 
intends to rely on this appeal are as follows: 

(1) The court below erred in concluding that 
the operating deficits of the wholly owned subsid- 
iary corporations of Honolulu Oil Corporation as 
of the date of their liquidation did not diminish the 
earnings or profits of Honolulu Oil Corporation 
which were otherwise available for distribution to 
the stockholders of Honolulu Oil Corporation dur- 
ing the tax year. 

(2) In the event that the court below did not 
err as stated in paragraph (1) above, then the court 
below erred in concluding 

(a) that the loss sustained by Honolulu Oil 
Corporation upon the liquidation of its wholly 
owned subsidiary corporations did not dimin- 
ish the earnings or profits of Honolulu Oil 
Corporation available for dividends during the 
tax year; and 

(b) that the retroactive application of the 
Internal Revenue Code as amended by Section 
501 of the Second Revenue Act of 1940 is not 
unconstitutional. 


(3) The court below erred concluding that 
the Commissioner of Internal Revenue correctly de- 
termined that the claim for tax refund should be 
rejected. 

(4) The court below erred in failing and refus- 
ing to render judgment for plaintiff. 
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Designation of Record to be Printed 
Appellant hereby designates the entire record on ~ 
appeal, excepting only the exhibits attached to the 
Stipulation of Facts, as necessary for the consid- 
eration of the foregoing points and as the portion of 
the record to be printed. 


Dated: December 23, 1943. 
LEON de FREMERY 
MORRISON, HOHFELD, 
FOERSTER, SHUMAN 
& CLARK 
Attorneys for Appellant 
Eleventh Floor, 
Crocker Building 
San Francisco, California 


Receipt of a copy of the within Statement of 
Points and Designation of Record is hereby ad- 
mitted this 23rd day of December, 1943. 

FRANK J. HENNESSY 
United States Attorney 
Per is: 

Attorney for Appellee 


[Endorsed]: Filed Dec. 23, 1943. Paul P. 
O’Brien, Clerk. 


